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THE CAUSES OF AND CURES FOR TIGHT MONEY 


HE volume of residential construction was considerably restricted inthe 
EY last part of 1956 by “tight money,” and there are very good reasons for 

believing that this situation will continue through all of 1957. Why did this 
situation arise? Is there anything that could have been done to prevent its occur- 
rence? What can be done now to make money more readily available for real 
estate ? 


There are only two sources from which mortgage money can come. The first, 
and primary, source is personal savings. The second is the creation of money 
by Government fiat out of thin air. 


“Personal saving is the excess of personal income over personal consump- 
tion expenditures and personal tax and nontax payments. It consists of the current 
saving of individuals (including owners of unincorporated businesses), nonprofit 
institutions, and private pension, health, welfare, and trust funds. Personal 
saving may be in such forms as changes in cash and deposits, security holdings, 
indebtedness, and reserves of life insurance companies and mutual savings in- 
stitutions, the net investment of unincorporated enterprises, and the acquisition 
of real property net of depreciation.” * 


The red line on the chart on the following page shows the number of 
billions of dollars saved each year from 1929 to the present. In 1932 and 1933 
there were no personal savings, as expenditures exceeded personal income in 
those years. From 1941 through 1946 persona! savings accumulated at a rapid 
rate. It will be remembered that these were war years and that many commodi- 
ties and services were not available for purchase during this period. The com- 
bination of the unavailability of goods and the patriotic urge to buy bonds to support 
the war resulted in the rather tremendous volume of savings shown on the chart. 
As goods became available after the war, however, the volume of savings went 
down, but has increased again to intermediate heights during the period of great 
prosperity we have just come through. 








‘Supplement to the Survey of Current Business, National Income, 1954 Edition, 
page 60. 
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The huge reserve of savings accum- 
ulated during the war period helped to 7 YEAR RATIO OF SAVINGS TO 
finance construction in the postwar pe- TOTAL NEW CONSTRUCTION 


riod. 


Construction activity in the United 
States has always absorbed large a- 
mounts of cashas, regardless of how 
buildings are financed, their actual con- 
struction involves the paying out of large 
amounts for labor and materials. The 
billions of dollars expended for new con- 
struction in the United States, year by 
year from 1929 through 1956, are also 
shown on the chart to the left. In spite 
of the drop in the number of new resi- 
dential units in 1956, total construction 
of all types hit levels more than twice 
as high as the level of personal savings. 
In all years since 1946 the amounts ex- 
pended on construction have exceeded 
savings, but in the earlier years of our 
present buiiding boom it was possible to 
divert a portion of the accumulated war 





oe! 





savings to fill the gap between the two. ; Ss “4550 


The chart in the upper right-hand corner dramatizes this, as on this charta 
ratio is shown between cumulative savings and the volume of new construction, 
using a 7-year period on savings. This chart shows rather strikingly the tremen- 
dous accumulated savings of the war period and how these savings have been dis - 
sipated in the postwar period. By 1956 the stimulating value of previous savings 
had almost disappeared from the picture, and it became impossible to find enough 
money to finance construction at the levels which builders generally desired. 
During the postwar years these charts would indicate clearly that we have spent 
too much and saved too little. 


Is the Federal Reserve Board in any way responsible for this situation through 
the frequent increases in the discount rate? 


No, it is not. Raising the discount rate, if it had any effect, would have had 
the effect of increasing interest rates. This would be an incentive for greater 
savings, and since our fundamental difficulty is that the rate of savings is too 
low, this would be a move in the right direction. Actually, however, it is my 
opinion that the Federal Reserve discount rate has had nothing to do with the 
situation. In fact, I am of the firm opinion that the discount rate has not been 
raised enough, and should be 3-1/4% at the present time in place of 3%. I much 
prefer the method used in Canada, where the discount rate is automatically 














set at 1/4 of 1% above the amount that the Government has to pay on short-term 
borrowing. Since the Federal Government on 91-day Treasury bills has been 
paying more than 3% for its money, I think the discount rate is too lowat 3%. 


What could the Administration have done to have prevented this tightness of 
money from developing? In my opinion, nothing, unless it had decided to throw 
caution to the winds and to increase currency and credit in the United States manu- 
factured out of thinair. This would have been the popular thing to have done and, 
frankly, I was very surprised last summer and fall that it was not done. I doubted 
whether any political party, seeking re-election, were courageous enough to stop 
inflation before the votes were cast, as no inflation in the history of the world has 
ever been stopped without someone’s getting hurt and without some setback to 
general business. 


Inflation has gone too far in the United States now. One of the fundamental 
duties of Government is to protect the value of its money. This we have not 
done. Certainly a Government borrowing from its citizens and promising them 
a 3% return on their money cannot honestly pay them off in dollars which have 
shrunk in value to the point that, in actuality, they have been paid a negative 
rate of interest and have lost a part of their principa! 


The *E” bonds purchased in 1943 and which matured in 1953 had a purchasing 
power at maturity, including interest, 11. 3% below the purchase price in 1943. 
A $1,000 *E” bond purchased 10 years ago for $750, which was supposed to pay 
3% to maturity, will have a purchasing power today of $784. This bond, from 
the standpoint of purchasing power, has earned slightly less than 0. 4% per year. 
The fact that the Government has not kept faith with its citizens, who were lending 
it money, is the reason that ‘E” bond redemptions at the present time are exceed- 
ing the purchase of the new bonds issuedto replace them. It seems that no amount 
of high-pressure salesmanship can prevent this, nor should it. All governments 
must learn that if they live beyond their income by inflating their currency and 
credit, it will inevitably result in the investing public’s finally awakening to the 
fact that they are being deprived of their property in a legal but unethical manner. 
The fact that it is done by “due process of law” might make it constitutional and 
legally permissible, but not morally right 











